Abstract -
INTRODUCTION
A s defined contribution plans have come to dominate the pension landscape, retirement income security increasingly depends on the ability and willingness of families to defer current consumption and save for their old age. In earlier generations, when traditional defined benefit plans were commonplace, many older people could rely on their employers to save on their behalf. Defined benefit plan participants have little say over the size of their pension benefits, which generally depend only on earnings and years of service. Typical defined benefit plans automatically enroll all eligible workers and rarely require explicit contributions from participants. Workers at firms that offer defined contribution plans, by contrast, must decide whether to participate in the plan, and participants much choose how much to set aside from each paycheck and invest in their retirement accounts. Future benefits depend on the level of contributions from participants and their employers and the returns that the contributions earn. Families must generally set aside funds over many years to accumulate significant retirement savings in their defined contribution plans.
However, families may be forced to delay or interrupt their retirement savings for a variety of reasons. For example, families may delay saving for retirement until after they purchase homes, focusing their efforts on accumulating enough savings for a downpayment before worrying about retirement. The expenses associated with a new baby may lead families to interrupt their retirement contributions near the birth of a child, especially if one parent spends less time at work in order to provide childcare. The loss of a spouse, through death or divorce, or a spell of unemployment by a spouse can also lead workers to curtail their retirement contributions and spend more of their earnings on current consumption. In addition, the onset of health problems for the worker or family members can derail savings plans, either because the family must pay expensive medical bills or because poor health forces family members to curtail their labor supply, lowering family income. In short, any increase in current consumption needs or loss of current income can reduce contributions to retirement plans and threaten future retirement security.
This study uses newly available longitudinal data to describe contributions to employer-sponsored retirement plans over time for a large, nationally representative sample of workers. The analysis examines the share and characteristics of workers who contribute to retirement plans and the level of their contributions. It describes the patterns of plan contributions over time and how spouses coordinate their contributions. The analysis also shows how key lifecourse events, such as the birth of a child, changes in marital status, and the purchase of a home, affect the level of participation in defined contribution plans.
The results confirm many significant relationships found in other research. For example, we find that about one-quarter of all workers contribute to employersponsored tax-deferred retirement accounts, and that the median contribution rate is about six percent of earnings. We also find that participation rates and contributions increase with age, education, and earnings. Contrary to other research, our results reveal a fair amount of individual variability in contribution rates over time, but negative shocks to income and increases in current consumption needs do not appear to lead workers to curtail their contributions. Instead, workers appear to raise their contribution rates after they have achieved key milestones in the lifecourse, such as the birth of a child or the purchase of a home.
BACKGROUND
The share of workers with pension coverage on the current job has remained fairly steady over the past 20 years, at about 45 percent (Copeland, 2002) , but the type of coverage has changed dramatically. Participation in defined benefit pension plans, long the most common type of retirement plan, has eroded over time, while defined contribution plans have become dominant. From 1980 to 1998, the share of covered private wage and salary workers with a primary defined contribution plan increased from 17 to 56 percent (U.S. Pension and Welfare Benefits Administration, 2001 Administration, -2002 . During the same period, the share of private pension assets in defined contribution plans increased from 29 to 52 percent. 1 Defined contribution plans, which include 401(k) plans, deferred profit sharing plans, and employee stock ownership plans, function essentially as tax-advantaged retirement savings accounts. Unlike traditional defined benefit plans, they do not promise to pay any particular benefit at retirement. Instead, participants in most defined contribution plans contribute to retirement accounts, which they hold in 1 Defined benefit plans have also experienced significant change in recent years. Many large employers that offer defined benefit plans have converted to cash balance and other types of hybrid plans that include features characteristic of defined contribution plans, even though they continue to be classified as defined benefit plans (Johnson and Uccello, 2004) . Thus, the movement away from traditional pension plans to defined contribution formats is even more pronounced than these statistics suggest.
their own names and generally invest in equities, mutual funds, bonds, cash, and guaranteed investment contracts. At retirement, participants receive benefits equal to the balances that have accumulated in their accounts. In salary reduction plans such as 401(k) plans, which are now the most common type of defined contribution plan, participants defer federal and state personal income taxes on their contributions, up to certain limits.
(In 2004, participants may defer taxes on contributions up to $13,000.) Employers also generally make contributions to their workers' retirement accounts. In some plans, employer contributions depend on how much the participant contributes, and some employers contribute only if the participant contributes. In other plans, employers do not contribute at all even when participants contribute.
Participation and Contribution Rates in Defined Contribution Plans
Participation in 401(k) plans is voluntary, and few eligible workers make the most of their plans. About one-quarter of eligible participants opt out completely (Copeland and VanDerhei, 2000) , and only eight percent of participants contribute the maximum (Munnell and Sundén, 2004) . Among those who work for employers that offer defined contribution retirement plans and who qualify to participate, participation rates increase with earnings, income, education, and age (Andrews, 1992; Bassett, Fleming, and Rodrigues, 1998; Hinz and Turner, 1998; Kusko, Poterba, and Wilcox, 1998; Muller, forthcoming; Munnell, Sundén, and Taylor, 2003) .
2 Participation rates are also higher in plans in which employers match at least part of the contributions made by workers than in plans in which employer contributions do not depend on whether the worker contributes (Basset et al., 1998; Clark, Goodfellow, Schieber, and Warwick, 2000; Clark and Schieber, 1998; Muller, forthcoming; Papke, Petersen, and Poterba, 1996) . Workers are also more likely to participate when they can borrow from their funds (Munnell, Sundén, and Taylor, 2003) .
Most studies have found that employee contributions to employer-sponsored retirement plans and contribution rates increase with earnings, income, and age (Andrews, 1992; Clark et al., 2000; Clark and Schieber, 1998; Holden and VanDerhei, 2001) . 3 The evidence on the impact of employer match rates on contribution rates is mixed. Clark and Schieber (1998) found that employer match rates significantly increase participant contribution rates, but Andrews (1992) and Munnell et al. (2003) found that they depress participant contribution rates, possibly because many workers establish savings targets. When their employers contribute generously to their retirement accounts, they can reduce their own contributions and still reach their savings goals.
Most of the existing literature on retirement plans uses cross-sectional data. The few studies that use longitudinal data find that participation and contribution rates are fairly stable over time. For example, Kusko, Poterba, and Wilcox (1998) examined administrative plan data provided by Buck Consultants that tracked employees at a single large firm from 1988 to 1991. They found that most workers maintained the same contribution rate year after year, despite changes in the employer match rate.
Other studies have also found that relatively few people change their retire-ment savings behavior from one period to the next. For example, in one survey of employees at a large U.S. firm, 35 percent said they were saving too little in their retirement plans and intended to increase their contribution rates in the next few months (Choi, Laibson, Madrian, and Metrick, 2001) . (No one in the survey expressed any plans to lower his or her contribution rate.) However, when the researchers re-interviewed these workers four month later, only 14 percent of the "under-savers" had actually increased their contribution rates. Madrian and Shea (2001) and Papke, Peterson, and Poterba (1996) also found a great deal of stability in participation and contribution rates among workers offered 401(k) plans.
Evidence also exists suggesting persistence in participation in Individual Retirement Accounts (IRAs). Skinner (1992) , using a sample of tax returns for the period 1982 to 1986, found strong persistence in IRA contributions among those who first contributed to IRAs at the beginning of the period. Smith (2001) found somewhat less persistence in a panel of individual tax returns from 1987 to 1996, but most of the drop off in those making contributions in his sample occurred in the first four years after the initial contribution to the IRA. Only 45 percent of eligible taxpayers contributed in 1992, among those who contributed in 1987. However, 40 percent continued to contribute through 1996.
Many of these longitudinal studies use administrative data, either from plan providers or from tax records. They probably provide more accurate information than the many cross-sectional studies based on surveys that collect self-reports of participation and contributions, because most workers are not well informed about their retirement plans (Johnson, Sambamoorthi, and Crystal, 2000; Mitchell, 1988) . 4 However, few administrative data sets include much information about participant characteristics. They generally lack data, for instance, on participants' marital status, health status, non-employment income, assets held outside of the retirement plan, home purchases, or the characteristics of the spouse. And plan data generally include no information about employees who do not participate. As a result, little is known about how key demographic and economic shocks that can occur over the lifecourse affect participation in retirement plans and the amounts that participants contribute.
Potential Disruptions to Retirement Savings
Economic theory maintains that people save in order to smooth consumption over time. The standard models predict that people defer current consumption and set money aside for the future so as to equalize the marginal utility of consumption in the present period with the expected marginal utility in future periods. This equilibrium condition implies that an unexpected increase in current consumption needs or an unexpected decline in current income will induce people to reduce savings, perhaps in part by lowering their contributions to employer-sponsored retirement plans. Possible examples of these shocks include the loss of a spouse (due to death or divorce), the onset of health problems for a family member or oneself, and a spell of unemployment. Of course, the impact on retirement contributions may be insignificant if people are able to anticipate these events and plan accordingly.
Key lifecourse events, such as the birth of a child or the purchase of a home, can also lead people to reduce retirement contributions. But workers might choose to maintain their plan contributions and instead increase current spending by borrowing from their 401(k) plans, especially if the shock to income or consumption needs is temporary. Many plans allow workers to borrow from their retirement accounts. The most common reason for loans is to purchase a home or make home improvements or repairs (Munnell and Sundén, 2004) .
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METHODS
We examine contributions to employer-sponsored retirement plans over time and how they interact with key lifecourse events for a large sample of workers. The data come from the 1996 Survey of Income and Program Participation (SIPP), linked to administrative data from the Social Security Administration's (SSA) Detailed Earnings Record. The SIPP data provide rich demographic, social, and economic information for a nationally representative sample of more than 36,000 households. The 1996 SIPP panel interviewed all household members ages 15 and older every four months, from 1996 until 2000/2001. The survey collected basic demographic data, including age, race, gender, marital status, and education, as well as information about employment status, income, and earnings.
Special topical modules in the SIPP survey provide additional information on marital histories, fertility histories, employment histories, disability, asset holdings, and employer-sponsored pension participation. In particular, the survey asked respondents with work limitations about when their health problems started, and asked homeowners about when they purchased their homes. Thus, the data allow us to identify the timing of key lifecourse events, including marriages, divorces, widowhood, the birth of a child, the onset of health problems that limit the ability to work, and the purchase of a home. 6 Because the survey interviewed all adult members of the household, it also provides information about key transitions in the spouse's life.
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The Detailed Earnings Record contains information collected from the Internal Revenue Service's Form W-2, which employers must file to report salaries and benefits they pay to their employees. 8 For those individuals in the SIPP who allowed their responses to be matched to Social Security Administration data, the dataset provides annual information on total earnings, earnings covered by Social Security, taxable earnings, and taxdeferred contributions to employersponsored retirement accounts from 1990 to 2001. 9, 10 The earnings file also includes an employer identification code, identifying those who change jobs over time.
We use the contemporaneous and retrospective SIPP data in combination with the earnings file to create a longitudinal 5 In 2001, 16 percent of 401(k) participants eligible to borrow had an outstanding loan, and the average loan balance amounted to 14 percent of the account balance net of the unpaid loan (Holden and VanDerhei, 2003) . 6 Because the survey asked only about the date of purchase of the current home in 1997, we cannot identify previous home purchases. 7 Information is not available about the characteristics of former spouses from marriages that ended before the baseline 1996 survey, however. 8 Because of privacy concerns, only researchers who obtain special permission from SSA can access the Detailed Earnings Record, and they can only be analyzed at secure computing facilities at SSA offices. The data are reported separately for self-employed and for wage and salary employees. 9 Information on retirement plan contributions correspond to codes d through h in box 13 on the W-2 form: An important limitation of our dataset is that it does not provide reliable information about defined contribution plan offers before 1997. The survey asked respondents in 1997 whether their employers offered defined contribution retirement plans and whether they were eligible to participate, but it did not ask about when the employer first began offering the plan. The survey did ask respondents about the number of years they have spent working for the employer (and the earnings file also provides employer identification codes that allow us to identify job changes), but some employers who offered plans in 1997 may not have offered them in 1990, especially given the growth in 401(k) plans that occurred during the 1990s. Thus, we cannot realistically assume that workers whose employers offered 401(k) plans in 1997 had access to them from the time they joined their employers. As a result, we cannot measure participation rates before 1997 conditional on eligibility (although we do construct this measure for 1997).
In addition, some measures that are likely to be associated with retirement plan contributions are not available before 1996, because the survey did not collect retrospective data on many topics. These unavailable measures include total family income, assets, and employer match rates.
We restrict the sample to workers ages 20 to 69 who report positive earnings in the given year. We exclude workers younger than 20 because many employers do not allow them to participate in retirement plans, and we exclude workers older than 69 because people must begin withdrawing funds from defined contribution plans at age 69-and-a-half. Our sample includes 373,971 observations between 1990 and 2001 on 65,430 individuals, 31,825 of whom had earnings in 1997.
We begin by tabulating participation rates, contribution levels, and contributions by year, age, gender, race, marital status, educational attainment, and earnings level. We also examine the correlation of contributions between husbands and wives. Next, we examine contribution patterns over time. Finally, we estimate logit models of the participation decision and linear regression models of the level of contributions, for workers contributing to their retirement plans. Predictors in the model include age and its square (to capture nonlinear effects of age), marital status, earnings, the number of children under age 18, the presence of a work limitation, the presence of a working spouse, and indicators (during the current year) of the onset of work limitations, the purchase of a home, the birth of a child, the death of a spouse, the dissolution of a marriage through divorce, and measures of unemployment and job change. We also experiment with lagging these indicators, to explore whether the impact on retirement contributions persists a few years after the event.
RESULTS
Participation in Defined Contribution Retirement Plans
About 27 percent of workers between the ages of 20 and 69 contributed to a tax-deferred employer-sponsored retirement plan between 1990 and 2001 (see Table 1 ). Participation rates increased over the period, as more employers began offering these types of plans to their workers and as workers became more familiar with them. Between 1990 and 2001, the share of workers contributing to defined contribution retirement plans doubled, rising from 17 to 34 percent. In every year, the participation rate increased with age until workers reached their mid-50s, and then fell at older ages (see Figures 1 and 2 ).
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Participation rates also increased with both individual and family earnings (see Figure 3) . Interestingly, participation rates rose monotonically with family earnings, but they fell with own earnings once earnings levels exceeded $130,000 per year. This difference may be due to federal nondiscrimination rules that limit participation in retirement plans by highly compensated employees or by differences in the likelihood of participation between wage and salary workers and self-employed workers (since many of the high earners are self-employed). This surprising finding merits further exploration.
Although Figure 1 reports participation rates for all workers, many employers do not offer tax-deferred plans to their employees. As noted earlier, SIPP did not collect retrospective information on employer plan offers, but it did collect data on plan offers in 1997. Only about 42 percent of workers were offered retirement plans by their employers in 1997 (see Appendix Table A2 ). When we restrict our sample to workers whose employers offered retirement plans, participation rates in 1997 rise from 30 to 72 percent (see Figure 4 ). Conditioning the sample on the receipt of offers does not substantially change the patterns of participation. As we found in the full sample of workers, participation among workers with offers increased with age through about age 55 and then fell. Differences in participation rates between the full sample and the sample of workers with plan offers were greater for younger and older workers than for those ages 30 to 59. This finding implies that one reason for the low participation rate among young workers is that they tend to work in jobs that are less likely to offer retirement plans (see Figure 5 ). Similarly, we find that workers with low earnings are less likely to receive plan offers from their employers than better-paid workers, explaining part of the difference in retirement plan participation by earnings (see Figure 6 ). However,
More detailed results are available in the appendix tables. participation rates among workers with offers also increase with earnings. Among workers offered tax-deferred retirement plans, participation rates were similar for men and women, but differed along other demographic characteristics (see Table 2 ). For example, participation rates were higher for married workers than single workers and increased with education. They were also higher for non-Hispanic whites than for blacks or Hispanics. 12 Contributions in 1990 appear to be unusually high, especially for older workers. This result could reflect start-up problems with the data collection system, and merits further investigation.
Contribution Levels and Rates
Over the period, mean real annual contributions among participants in employer-sponsored retirement accounts were about $3,300 (in 2004 dollars), or 5.4 percent of total earnings (see Table 3 ). The level of real contributions generally increased during the 1990s, rising from an average of about $3,000 in 1991 to $3,600 in 2001. The growth in real earnings accounted for part of the increase, but agespecific contribution rates (contribution amount/total earnings) also increased over time for participants younger than age 50.
12 Interestingly, contribution rates appear to have fallen slightly over time for the oldest workers.
Average real contribution amounts among participants increased with both own and family earnings (see Figure 7) . Contribution rates did not, however, rise monotonically with earnings; instead, they exhibited more of an S-shaped pattern (see Figure 8) . The average contribution rate was about five percent for participants earning less than $5,000 per year. The rate then fell to about four percent for participants earning about $20,000 per year, increased to about seven percent for participants earning about $90,000 per year, and fell back to about five percent for the highest earners. Contribution limits and nondiscrimination rules prevent high earners from contributing at higher rates. Despite these limits, the highest income group did contribute more on average than any other group of workers. And at all levels of earnings, younger participants tended to contribute a smaller share of their earnings than older participants.
The median contribution rate for participants between 1990 and 2001 was about six percent, and it increased with age (see Figure 9 ). About 83 percent of 20-to 29-year-old participants contributed less than six percent, compared with only 48 percent of 60-to 64-year-olds. 
Correlation of Participation Between Husbands and Wives
One of the key advantages of our data is that they include information on participation and contribution levels for both husbands and wives. Table 4 shows the weighted number of married couples ages 20 to 69 (husband's age) in 1997 by both the husband's and wife's contribution levels. Of the nearly 40 million couples, 56 percent had no family tax-deferred contributions in 1997. Only the husband contributed to a tax-deferred plan in 23 percent of couples, and only the wife contributed in 12 percent of couples. Both spouses contributed in 10 percent of couples.
Generally, the husband's contribution increased with the wife's contribution. Figure 10 shows the distribution of husband's deferred contribution by the wife's contribution in 1997. Among couples in which the wives did not contribute to an employer-sponsored retirement plan, 71 percent of their husbands did not contribute at all and only eight percent of them made annual contributions of $5,000 or more. The share of husbands who did not contribute fell as their wives' contributions increased. For wives contributing $5,000 or more, only 42 percent of husbands made no deferred contributions, whereas another 42 percent of husbands contributed $5,000 or more.
Tracking Individual Participation Rates Over Time
Another advantage of our data is that they allow us to track deferred contribu- Table 5 ). Overall, 19 percent of workers contributed in one to four years during the period, another 17 percent contributed in five to 10 years, and six percent contributed in 11 to 12 years. The share of individuals with no contributions was especially high at both ends of the age distribution, because both older and younger people were less likely than others to have worked throughout the entire 12-year observation period and to have held jobs that offered defined contribution plans. Between ages 30 and 59, the number of years during the period in which workers participated generally increased with age. But even among workers ages 50 to 59, only eight percent participated in every year. Men tended to have more years of participation than women, reflecting their stronger attachment to the labor force, but the differences were small.
Contribution Patterns Over Time
Next we explore contribution patterns over the 12-year period, that is, the variability of participation and contribution rates over time. We classify participants into the following five mutually exclusive categories:
1. Intermittent-individuals with more than one spell of deferred contributions (that is, those who had at least one complete calendar year with no contributions between years with positive contributions); 2. Steady-individuals with stable contribution rates (contributions divided by total earnings) over time. Specifically, the annual change in the contribution rate did not exceed one percentage point in any years with positive contributions; 3. Rising-individuals with rising contribution rates over time. Specifically, the annual increase in the contribution rate exceeded one percentage point in at least one year with positive contributions, and the contribution rate never fell by as much as one percentage point; 4. Falling-individuals with falling contribution rates over time. Specifically, the annual decrease in the contribution rate exceeded one percentage point in at least one year with positive contributions, and the contribution rate never increased by as much as one percentage point; and 5. Fluctuating-individuals whose contribution rates rose and fell during the period.
We restrict the sample to individuals between the ages of 20 and 69 in 2001 who contributed to an employer-sponsored tax-deferred retirement plan at some point between 1990 and 2001. About 27 percent of our sample made steady contributions and 24 percent had only rising contributions. Nearly half of all contributors had more variable contribution patterns. Nineteen percent had intermittent contributions, eight percent had falling contribution rates, and 23 percent had fluctuating contributions (see Figure  11 ). The variation in contribution rates is noteworthy, because it calls into question the finding from previous research that individuals rarely change their contribution behavior over time (Choi et al., 2001; Madrian and Shea, 2001; Papke, Peterson, and Poterba, 1996) . Contribution patterns were more stable for younger workers, but they have had fewer years to contribute to plans.
Not surprisingly, contribution patterns become increasingly variable as the length of the contribution period increases (see Figure 12 ). Among workers with 12 years of deferred contributions, for example, 53 percent had fluctuating contribution rates, compared with just 26 percent among those with five to seven years of contributions. Although much of the rise in fluctuations with years of contributions may be due simply to increased exposure, contribution limits may also play a role, as workers' earnings increase over time. In fact, the share of workers with intermittent and fluctuating contributions increases with earnings. For example, the majority of lower-earning workers make steady contributions, compared with only about five percent of workers earning between $100,000 and $150,000 per year (see Figure 13) . Contribution limits may cause the contribution rate to decline for high earners as earnings rise, but they should not reduce the amount contributed by highly compensated workers below the statutory cap. We explore whether contribution limits account for fluctuations over time in the contribution rate by redefining our contribution profiles. Instead of defining our profiles on the basis of a one percentage point change in the contribution rate, we define them using a 10-percent change in the nominal contribution amount. Using our alternate definition of contribution profiles, we continue to find that a larger share of high-earning workers exhibit fluctuating contribution patterns than low-earning workers. This result implies that contributions fluctuate independent of the contribution limits. About 22 percent of high earners (with average earnings of $60,000 or more per year) have intermittent contributions (see Figure 14) . Table 6 reports logistic regression coefficient estimates for plan participation for workers offered employer-sponsored tax-deferred retirement plans in 1997. The most important predictor of participation was own earnings. As income rises, families are able to save more of their earnings, and the tax advantages of saving in tax-deferred vehicles increase. Age is also important. The probability of participating increased with age, but at a decreasing rate. Controlling for earnings and other characteristics, married couples were less likely to participate than single individuals, especially when both spouses were employed, but the probability of participating increased the more the worker's spouse contributed. This result implies that couples share retirement saving goals, with both partners tending to contribute together. Having a defined benefit plan in addition to a defined contribution plan increased the worker 's probability of participating in the defined contribution plan. Owning a home increased the probability of participating in a tax-deferred plan, but (contrary to our expectations) workers did not halt plan contributions in the period before they purchased their home. Changes in marital status do not appear to alter workers' participation decisions: None of the marital status change variables was significant. Participation rates declined slightly with the number of children under age 18, but the birth of a child in the current or previous year increased participation rates. The presence of health problems that limit work did not have a significant impact on participation for the worker, but having a spouse with health problems increased the probability of contributing to a retirement plan. 13 Changing jobs and returning to work after a period of no employment (zero earnings for at least one calendar year) significantly reduced the probability that the worker contributed, probably because many employers impose minimum tenure requirements on new employees before they can participate in the plan. In addition, the probability of participating increased when the spouse changed jobs or returned to work, perhaps because these transitions increased family income. We found that the probability of participation was greater for workers who could borrow from their plans than for those who could not borrow, but the probability of participation fell when the employer contributed to the plan. This result suggests that many workers may have particular savings targets, and that they choose to divert less of their current income to savings when their employers save on their behalf. Table 7 reports results from our OLS regression of tax-deferred retirement contributions for participating workers. Holding other factors constant, contributions increased with earnings and age (after about age 33). Having a spouse who contributed to a deferred plan lowered contribution amounts, but own contributions increased when the spouse began 13 The sample is restricted to working individuals offered a plan. This implies that any reported work limitations were not severe enough to prevent the respondent from remaining employed. making contributions and as the spouse's contributions rose. Own contributions were higher in the year after a spell of unemployment for both the worker and the spouse, perhaps because workers strive to catch-up on their retirement savings after a period with no earnings (and presumably no savings). Contributions decreased, however, after workers changed jobs, but they increased after their spouses changed jobs. Own and spouse work limitations did not significantly affect contribution levels. Contributions fell slightly with the number of children under age 18, but did not change significantly around the birth of a child. Changes in marital status did not significantly impact contribution amounts. Homeowners contributed more on average than renters, but contribution amounts declined slightly in the year of the home purchase. Neither employer contributions nor the ability to borrow from the retirement plan significantly affected the level of plan contributions.
Multivariate Estimates of Participation and Contributions
CONCLUSIONS
Our exploratory analysis of SIPP data matched to the Detailed Earnings Record indicates that this newly available dataset provides a useful source of information on the dynamics of retirement plan contributions. Many of our results confirm findings from earlier studies. For example, we find that about one-quarter of all workers contribute to employer-sponsored tax-deferred retirement accounts, and that the average contribution rate is about six percent of earnings. We also find that participation rates and contributions increase with age, education, and earnings, consistent with well-established results from previous work. The data also reveal a few surprising patterns. In particular, we find that contribution rates fluctuated quite a bit over time. Among workers who ever contributed to tax-deferred plans through their employers between 1990 and 2001, only 27 percent contributed roughly the same share of earnings every year. And among those who contributed in all 12 years, 53 percent exhibited fluctuating contribution rates. These findings call into question the commonly held belief that retirement plan participants passively accept default options and rarely adjust their retirement plan contributions.
Workers appear to revise their retirement contributions as they progress over Note: The sample consists of workers ages 20 to 69 who contributed to employer-sponsored tax-deferred retirement plans. ** p < 0.001; * p < 0.01
Source: Urban Institute tabulations of the 1996 SIPP matched to the Detailed Earnings Record.
Parameter Estimate Standard Error the lifecourse. Many increase their contribution rates after they have achieved key milestones, such as the birth of a child or the purchase of a home. With these experiences under their belts, they may be better able (psychologically or financially) to begin preparations for retirement. The results also show that participation rates and contribution amounts decreased after job changes, reflecting the fact that many employers do not allow new workers to participate in their retirement plans until they have spent at least one year on the job. A spell of unemployment reduced the probability of participation, but increased contribution amounts among those who did participate after they were reemployed. It appears, then, that many unemployed people try to "catch up" in their retirement savings when they resume work. We found little evidence, however, that other potential negative shocks to income or increases in current consumption needs-such as the onset of health problems or the loss of a spouse-lead workers to curtail their retirement plan contributions. But workers could react to these financial pressures by borrowing money from their 401(k) plans or taking lump-sum distributions, which might threaten retirement security even if they maintain their plan contributions. With the erosion of traditional defined benefit pension plans and the growth in defined contribution vehicles, sound retirement planning increasingly depends on the commitment of individuals to invest in tax-deferred retirement accounts throughout their work lives. Our results suggest that relatively few workers take full advantage of the retirement savings options available to them. Participation rates in employer-sponsored tax-deferred retirement plans are low at younger ages, and contributions fluctuate over time. Policies that encourage higher participation and contribution levels throughout workers' careers could significantly enhance retirement security. ($2004) 0<-5000 5000-10000 10000-15000 15000-20000 20000-30000 30000-40000 40000-50000 50000-60000 60000-70000 70000-80000 80000-90000 90000-100000 100000-130000 130000-150000 150000+ Family Earnings ($2004) 0<-5000 5000-10000 10000-15000 15000-20000 20000-30000 30000-40000 40000-50000 50000-60000 60000-70000 70000-80000 80000-90000 90000-100000 100000-130000 130000-150000 150000+ 
